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LESSONS OF THE 1930s Financial fim «s Wednesday December 28 1 983 

When the debtors said 

no 


RIO DE JANEIRO, August 90 
(VP) - Official announcement 
that a partial moratorium hid 
been obtained on foreign debt 
payments, tea* made today by 
the Brazilian Government pub- 
licity bureau. The Government, 
U teat stated, has decided to 
suspend temporarily foreign 
debt payments with the excep- 
tion ®/ iw® 1 u *ding loans and 
the Coffee Loan. 

T HESE two sentences, 
which hit the world's 
financial markets like “a 
bolt from the blue," in the 
words of the following day's 
Financial Times, had certainly 
not occurred to Mr Thomas W. 
La moot, senior director of 3. P. 
“TO * nd Co. on Friday. 
July 25 the year before Brazil 
went bust 

At 3 pm that Friday after- 
noon Mr Lament in his capacity 
as chairman of the International 
Committee of Bankers on 
Mexico, felt nothing but pride 
"J 4 “tisfaction as lie ushered 
2J onte * d * Oce, the 
Mexlon Finance Minister, into 
m Morgan Bank’s opulent 
boardroom in WaU Street 
History seemed to be peerii* 

!? ouM « r “ be added 
his signature to that of the 
Finance Minister on the agree- 
ment which brought to a 
successful conclusion the 
bfrgest-eeer renegotiation and 
settlement of a defaulting 
eoumnr'e foreign debts. Hero 
at last was a piece of good 
ygiybich could provide a ray 
of h«pe to the financial world 
• year of continuous 

Uke< of whJ ch the 
world had never seen. 

This hope wae dimmed, but 

S "?**** fiLsSTmtSS 

months later 
when.tfle moflwan Legation In 
New Yotk issued the following 
statement: 

‘Common knowledge* 
has forgotten 
about history 

t® the current world- 
wide busiaese depression, the 
general roytnuee of the Repub- 
lic of Bolivia h%vo been tem- 
porarily reduced-' to such an 
extent that the Republic is not 


By Anatole Kaletsky 


in t position at this time to 
<*UfaUo£ 
^ due on ks oxter- 

Bolivia intended “ to fulfil its 
wmf a ro 0| w fully and abeo- 
?• *atemei* added. 
.But it would need the indulg- 
ence of 4ts creditors for s tem- 
porary period because of the 
country’s exceptional depend- 
ence on exports of tine 

It seemed to be another 
"special case- that landed three 
months later on the desk of Mr 
Charles Mitchell, chairman of 
the National City Bank of New 
York. The plaintive letter on 
his desk from Peru’s new 
Finance Minister, read (in 
part): 

M Z am addressing you with 
respect to the interest due 
April 1 next on the Peruvian 
National Loan. This Government 
took office on March 11 last 
after a period of political dis- 
turbances extending over six 
months. It finds the Treasury 
bare of Binds, both ss s result 
of these political disturbances 
and of the economic depression 
which has obtained for more 
than a year. As a result of these 
conditions, for which the pre- 
sent Government is not respon- 
sible. it has not the capacity at 
this time to pay In full the 
service chargee on the Repub- 
lic’s entire debt" 

By the end of that summer, 
it war a9 Aragvr possible to tafK 
•f "special eases.* 9 
_Ia July, two months after 
Peru** letter, Mr Mitchell 
received a cable In almost 
Identical terms from the 
Government of Chile. Then, a 
month later, on August 90, 
came Brasil’s "bolt from the 
blue." 

With Brazil’s "temporary" 
moratorium, the floodgates wen 
opened. Cables poured in from 
Ecuador, Colombia and Central 
America. Within a year only 
three major Latin American 
countries— Argentina, Venezuela 
and tha Dominican Republic— 
wen meeting their obligations 
in full Soon Hungary, Yugo- 
slavia. Romania. Poland and 
Bulgaria were also in default 
Finally, even Germany blocked 
its foreign payments as its tough 
new leader— Adolf Hitler- 
consolidated power. 


< . -Until that last l 

the reader with a moderate 
interest in international finance 
might have wondered whether 
all these references to govern- 
ments "defaulting" and "going 
bust" were supposed to be fact 
forecast or just plain fantasy. 
After all, it is common know- 
ledge today that countries 
cannot just "go bust." A govern- 
ment *un always pay its debts if 
the mtion is willing to accept 
tempo* try sacrifices. Even the 
most impetuous politicians 
realise that deliberate default 
can be tintamount to national 
economic suicide. 

These fundamental truths 
have been proclaimed so vigor* 
ousiy in recent months, as Latin 
America and Eastern Europe 
have appeared to approach the 
brink of bankruptcy, that 

common knowledge" has 
«tirely forgotten about 

” a! 0ry 7^ bOUt Of 

I ?* Uon *l defaults which swept 
through precisely these samo 
regions in the 1990a. 

This collective amnesia about 
the international lending dli- 
l«30e baa two 
possible explanations. 

The sovereign defaults in 
wmany, Austria and other 
«otxal European countries were 
due not to excessive commer- 
cial borrowing, but to the un* 
supportable burden of repara* 
tiotu from the Fint World War. 
The vast sums involved in these 
notional defaults on eeeentially 
poUtiml obligatiotuihave 
tMded to divert attention from 
tbs sovereign defaults on purely 
c o mm ercial debts. Yet the com* 
sesreial defaults had mounted 
ts roughly $3bn by 1939— a 
boga sum in the context of a 
▼slue of only |24bn for the 
y bje o f the world's trade. 
^Seco ndly, the international 
boiTOwing of the 1930s came 
»«]y from investors in the 
bond markets, rather than from 
banks. This left the banking 
'•yarom less exposed to 
‘SOrereipi defaults and bankeri; 
themselves less preoccupied by 
their consequences* 

# ***** important 

technical difference, the parml- 
\$* the debt crises of 

the 1930s end the 1980s are 
more than just an historical 
curiosity. 


The superficial features of 
the 1930's debt crisis should be 
familiar to anybody who has 
been following the events of 
the 1990s. 

There was, of course, the 
geographical distribution of the 
defaulting nations. 

From 1931 onwards the VS. 

Congress (with Mr Lzraoat of 

N?»uVii !?,f Mr “‘Kbell ®f 

■il 0 ** 1 ctty M th« first two 
witnesses) held indignant bear- 
inge on the bankers' "scanda- 
lous practices and abuses M in 
pushing loans during the 1920s 
on unsuspecting foreign dicta- 
tors. 

Coinmisrions of International 
ex P ert »— «>*:«> u Sir 
Otto Neimeyer of the Bank of 
England and Professor Edwin 

SSSS **£&*»* -Mniw- 

wJTT? 1 ! , firopetebed fro* 
Fora to Poland by committee. 

ft*®*®* * byt * U*gu?3 
Nations to restore confident*. • 

.^ Ut ._ T!” mor ® Inures ting 
and ominous are tbo possible 
lessons for tbo future. pom T 19 
Defaults In tbe lMOo in. 
variably proved much daapar. 
* 8 °** r . “fi more subtlstLn 

•agtoody had expected. Just , M 
month before Brazil begad its 
default on August 90. 1511, for 
example. Sir Otto found “that 
Brazil had all but turned the 
corner on her difilcultlea.“ 

On December 18. a group of 
£»n*« r * tdd the New York 
Times that Mexico had “reached 
a stage *4 economic convalet- 
«*«•” >od could expect “a 
period of rehabilitation which 
will compare favourably- with 
other major countries. On 
January », 1532, ■ spoeUl 
oessJon of tbo Mexican Congress 
Sterns 

meat with the Lamont com- 
"a nullity " and 
suspended all loan payments for 
three yean. 

Misapprenhenslona like there 
stemmed partly from a curious 
paradox, which may also prove 
instructive in the 1980'a debt 


crisis. Javtnmcnti 
ibhorn In thei 




Sir uu» and tbe bankers 
were partly right In their 
economic predictions about 
Brazil and Mexico. They were 
recovering by 1532— in fact 
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«r Otto NltMrer, „ the Bank * KagUnd (tort) and Mr 


® r “ n * industrial productio 
F* w ,^rlU per cent a yei 
from 1032 to 1039. »ut u the; 
countrieo consolidated the: 
re^aped economies and returne 
to political stability, their dete 
mi nation and ability to will 
stand pressure from foreig 
creditors grew as well. This i 
exactly what many Brazilian 
and Mexicans today expect thei 
govern me nts to start doing 1 
the next year or two. 

t 1ip ju aiar air ilaiilr j&nvKia 
explicitly , repudiated its debts, 
hot by IMS there was ao longer 
ator thought of “loyally com 
plying “.with external oblige 
Mona, at promised la the 
Peruvian letter to too National 
Oty Banh In INI. Indeed, when 
the Mexican President asserted 
publidy. In September 1033. 
tb<t the preaent and futura 
Saandal roUcy ef the Govern- 
meat does not permit of any 


J. F. Xirpa 




foreign debt," hit tuteaeat did 
not tyen rate a report la the 
financial prtaa. 

The bond martcet even picked 
up slightly when BmUcoo- 
ywted its -temporary- non- 


*5*5 by^flaf 


laaue ne - ly-prtnted 
20 and 40 years in 
Interest payments. 

Of course, the major debtors 


Jd 
for 

•f cash 


*°ok liberties wi* their 
*«tly * because 
tbe U.S. and British Govern- 


ments let them get away with it! 
® ut B another lesson from 

the 1030a The creditor govern- 
ments did net ustleash retails- 
toy trade measures against the 
defaulters or ostracise town 
from too community of 
nations.- On too whole, they 
Warned bankers for “overlend- 
Jng • more than tha debtors for 
failing to pay. 

»■ V*®* tQ d Britbh Govern- 
menu JnsoucUact ate— d not 
“*"**—<** or even 
jwlitical expediency, gg World 
Wot Two mode the preocrvxioc 


of ollUncet la Utto America 
paramount. Both goverrunoou 
•l»o seamed to remember the 
leaaona of pre\- s history 
better then their bankers. 

Since the 1820ft, Latfcr- 
Amerioa had defaulted en 

5*!!? TSZ?** 1 * loatea 

of the 1630* were accepted as 
just the lateet tum of a well- 
established 50-year cycle of de- 
fault, followed by further ma t- 
*lve extensions of credit Expert- 

2? £& * own ^ Coders 
**d only on# real sanction 
**?*£•* iwveresgn defaulters— 
*“2*“* ?. ff new ««dlL 

«ft«- a lengthy 
of default a country 
*£. ce-ostabUsh Its 
g!y. >y afferisig Ha bond- 
* . “ ‘'-adjustment,” 

•fWMng their outstaadinf 
®**ims <|>r a fraction of their 
.£•** **!»*• Moot of the t-s 4in 
Amarican and Eaotera Euro- 
5**5 countries lifted their de- 
faults like this In the I040n 
and 19S4s. Mexico wwonTof 
In 1043, when It per- 
mm dod (he La moot committee 
to recommend acceptance of 
leas tout gsom in aetuement of 

SSTdebtl" ,?00m °* 

Tbo bondholders reluctantly 
agreed, on the grounds timt 
***** Uk au 
nothing — end also because many 
had bought the Mexican hoods 
as pure speculations at knock- 
dowa prices during the coun- 
try's many protracted periods 

and'lWS def * uJt bctw **° 1*14 

—? D 7 adJustmeM vu' 
agreed by bondholders, the 
stigma of default was oflldellv 

SB?** ,* od **•* wufltr f 

again start aeektag 
wadH, Mexico was allowed to 
Amw M m tJfcr Vi l & m 
Bank aa early as 1042, while 
ftxgMIUBegoitotln, with the 
bondholders, but after it hod 


A well-established 
50-year cyde 
of default 


anttied other outstanding ei.im. 
•tainst H. following tha » 

Propttotkm of U.“oil etS- 

PeWea. Slowly hut atoadUy, K 

222I2* 4 to Ms preomiboot 

KSSS StSS.*' - 

u - ter > *» 

I**' toe Mexican uovern- 
■ent approached too sterling 

on behalf of Pemex, the sute 
Sl*t*? p4n7, The following 
sentence appeared In the 
prospectus: 

“** debt service has been 
NW when due upon all the 
external debt Issued by the 
Federal Government of Mexico 
since the adoption of the con- 
stitution of 1917 . . » 

The prospectus did not bother 
to explain thi, enviable record. 
*! or “** rl y *> y*ar». from 1014 
ii® ffi 3 ; **exico had defaulted 
[on most of lt« pre-1014 oblige- 
l tlon * “d was therefore pre- 
vented from raising new loans 
on which it could commit any 
|" fresh " defaults. 

, JOut is the sort •'f line point 
that bankers seen, willing to 
leave to the history books. 
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